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What others have said about Bruce Kushnick’s research and previous books:

David Cay Johnston, Recipient of the Pulitzer Prize, Author of The Fine Print, 20128

“Kushnick’s estimate comes from his meticulous analysis of
disclosure document filed with the Securities and Exchange
Commission and other regulatory agencies... Kushnick’s estimate
might significantly understate how much extra money people paid
for an electronic highway they did not get. It seemsvery likely that

Kushnick’s numbers are uncomfortably close to the truth.”

Dr. Robert ("Bob") Metcalfe, co-inventor of Ethernet, and creator of “Metcalfe’s
Law”. Foreword for The Unauthorized Bio of the Baby Bells, 1999.

“The part of Kushnick’s expose that angers me most is how the
Bells have used the Information Superhighway to win concessions
on how much money they can extract from their monopolies.
Kushnick recounts extravagant Iway promises, shows them to be
just a Bell ploy, and documents how they've not been kept. He
tracks billions intended for 1-way deployment to Bell executives,
to their shareholders, and, of course, to amost al of your elected

representatives in government.”

Bill Moyers’ Emmy Nominated, The Net at Risk, 2006

“In The Net at Risk, telecom industry watchers Bruce Kushnick
and Tom Allibone of Teletruth a consumer advocacy group which
has published an e-book, $200 Billion Broadband Scandal, fault
the telephone companies for not fulfilling the promises they made
in the 1990s to provide fiber-optic connections to households. Had

their grand plans been implemented, 86 million customers in the
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United States would have received much faster service than is

currently available.”

Cover Story, Washington Technology, September 15th, 1994°

“A telecom analyst’s report should raise some eyebrows among
those who want to build the forthcoming National Information
Infrastructure (NII) and do business on solid, honest ground...If
telecommunications analyst Bruce Kushnick is talking the truth
(and we think he is), systems integrators, content providers,
Internet service providers and just about anyone involved with
building the forthcoming National Information Infrastructure had
better read his report word by word.”

V erizon spokesman Lee Gierczynski, The Bergen Record, March 25, 2014°

"For nearly two decades, he has made the same, tired baseless
allegations over and over again about Verizon and its predecessor
companies — not only in New Jersey but in other states as well...
His specious arguments are devoid of fact, relying on

misinformation and myths to prop up his claims.”

I, Cringley, PBS
“The $200 Billion Rip-Off: Our broadband future was stolen.”
Ed McFadden, Verizon Communications, July 2014
“l run media affairs for Verizon public policy, and was wondering

which editor has some oversight of Bruce Kushnick. Who reviews
his material before it is posted? In his latest, he makes several
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inaccurate statements, the facts for which were publicly available
and where he appears to be making an effort to misdirect your

readers.”
Front Page, The New York Times, November 1988°
"There will be a turf war over what services should be billed for

and what services should be free," predicted Bruce Kushnick, an

analyst...”
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Introduction

Imagine if you could say anything or do anything, with the odds of getting caught
being amost nil. Even if you are apprehended, there would be little, if any,
repercussions.

Welcome to The Book of Broken Promises.

= Thereis a wire that goes into your home, school or office as everyone in
Americaisentitled to phone service. This wire was put in as part of the state-
based utility and most of them are controlled by what are now AT&T,
Verizon and Centurylink.

= Starting in 1993, (though it varies by state) this copper wire was supposed to
be replaced with afiber optic wire— and the companies were able to change
state laws to charge you to do this upgrade. (Fiber optics can handle much
higher download and uploads speeds.) Instead, the companies pulled a bait-
and-switch and used the old copper wires for a slow broadband service
called ADSL.

= 1n 2004, Verizon started rolling out FiOS, which is a fiber optic service, but
announced in 2010 it was not going to expand, leaving about 50% or more of
their territories” upgrade incomplete.

= AT&T rolled out U-Verse in 2005, but AT& T never replaced the wire; U-
Verse is a ‘copper-to-the home’ service, that uses the legacy copper wire.

= 1n 2012, Verizon and AT&T announced plans to start ‘shutting off the wires’
in about 25%-50% of the US and force customers onto their wireless service
— because it makes them more money. Wireless can’t compete with
wireline services, such as cable TV; it is expensive to use due to ‘data caps’
(extrafees and restrictions) and is a fraction of the speed of fiber optics.

By the end of 2014, America will have been charged about $400 billion dollars by the
local phone incumbents, Verizon, AT& T and CenturyLink, for afiber optic future that

never showed up. And though it varies by state, counting the taxes, fees and surcharges
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that you pay every month (many of these fees are actually revenues to the company or
taxes on the company that you paid), it comes to about $4000-$5000.00 per household,
and that’s the low number.

Y ou were also charged about nine times to wire the schools and libraries via
state and federa plans designed to help the phone and cable companies.

And if that doesn’t bother you, by the year-end of 2010 and based on the
commitments made by the phone companies in their press statements, filings on the
state and federal level, and the state-based ‘alternative regulation’ plans that were put
in place to charge you for broadband upgrades of your home, business, and the schools
and libraries— America, should have been the world’s first fully fibered, leading edge
country.

In fact, in 1992, the speed of broadband, as detailed in state laws, was 45
Mbps in both directions — by 2014, we should have al had gigabit speeds (1000
Mbps).

Instead, America is not Number 1 or 2 or 5 or even 10th in the world in
broadband. Net Index by Ookla® pegged America at 27" in the world in download
speeds and 47" in upload speeds, as of August 9", 2014.

And while this book focuses on Bell companies, (now AT&T, Verizon and
Centurylink), there is a second wire into most homes from the cable companies. And
wouldn’t you know it — we found that Time Warner and Comcast had actual
agreements with the FCC called the “Social Contract”, which allowed the companies
to raise rates up to $5.00 a month to upgrade their networks for Internet and
broadband, and to wire the schools in their areas — for free, with high speed cable
modem service. These agreements ended in 2000, but we can’t find any proof that they
lowered the cable rates or that the schools were wired. We estimate that from 1996
through 2014, cable customers paid approximately $61 billion because of these
agreements. Without audits, it is impossible to tell the exact amount. On average,
customers paid about $60 a year or about $840 extra from 2001 through 2014.

And for those who exclaim — “But | use wireless, why should | care?’ Y our
wireless service is really a wired service with an invisible extension cord, as every ‘hot
spot’ or cell site is attached to a ‘secret’ wired network, known as ‘special access’. It is

a monopoly service and is controlled by the wired phone companies, AT&T, Verizon
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and Centurylink and it has obscene profits, so all wireless service, including those
offered by competitors like T-Mobile or Sprint, have to pay through the nose — which
is passed on to you. And instead of Verizon and AT&T’s wireless companies actually
competing with their wireline companies, they have a sweetheart deal with these secret
wires which lets them collude in multiple ways that cost you money; but I’ll get to all

of thisin duetime.

Fast Lane, Slow Lane, No Lane, End Gamein Telecommunications

Not being Number 1 in the world in broadband or being charged extra by the phone
and cable companiesis only a small part of just how far America has fallen. We are at
the end game in telecommunications. Verizon announced in 2010 that it was no longer
going to upgrade areas with ‘FIOS’, their fiber optic product, leaving about 50% of
their territories un-upgraded, while AT&T announced the same thing, but is now
claiming it will continue to upgrade, (and even to do fiber-optic based cities), if it is
allowed to merge with Direct TV.

And it will get worse — Forget about Net Neutrality’s “fast lane” or “slow
lane”; we should now be more concerned about the “no lane”. Instead of properly
upgrading America, AT&T and Verizon plan to just ‘shut off the copper’ to about 50%
of the US, and force-migrate everyone to their wireless services.

Instead of competing, Verizon has deals with the cable companies to bundle
their wireless service with the cable company’s ‘triple play’ of cable TV, phone and
high-speed Internet in areas that are not upgraded by the telco — a defacto “do not
compete” arrangement.

There are ahost of issues that people have noticed:

" Since deregulation, landline costs skyrocket. The monthly cost
of measured AT& T phone service (in California) has soared more
than 260% since 2008." Los Angeles Times, Dec 6th, 2013%°

"Internet Service Providers Are Now the Most Hated
Companies in U.S.." "ISPs received the lowest customer
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satisfaction ranking of any industry in America. And that's saying
something, considering ACSI (American Customer Satisfaction
Index) typically surveys nearly 50 industries per year." Huffington
Post, May 22, 2013

"Killing Copper? Customers Say They Felt Pressured into
FiOS" "Consumers are filing complaints with us alleging that
Verizon is engaged in deceptive marketing practices,’ said Eric
Friedman, Director of Maryland's Montgomery County Office of
Consumer Protection." NBC Washington, December 10th, 2013%

I’ve been a telecom analyst now for over 33 years, but | knew we were at the end game
during a meeting of the East 9th Street Block Association where a distraught group of
Verizon customers were explaining how their service had been knocked out by the
Super Storm Sandy in October 2012 and Verizon hadn’t restored phone service (or
DSL) by April 2013, six months later. And East 9th Street is in the middle of one of
the centers of the known universe — Manhattan, New Y ork City.

It wasn’t supposed to be like this.

The Communications Act of 1934 required the phone companies make sure that
everyone in America could get phone service at “fair and reasonable’ prices. Rural,
urban and suburban, rich or poor areas alike — everyone was entitled to phone service.
And this was delivered over copper wires that were part of state-based,
telecommunication utilities, where the costs of service were averaged throughout the
state so that the rura customers paid about what the city folks would pay and the
expenses were also averaged out. And it was always quite profitable; if the companies
were ‘losing money’ they could go back and ask for more. Few American companies
enjoy guaranteed, stable financial profitability like these telecommunication utilities.
By the 1960’s, most of America was wired, but the phone networks,

especially in the cities, started way back, before the ‘Roaring 20’s’.



The Book of Broken Promises 13

In 1991, as part of the Clinton-Gore ticket, Al Gore called for an
“Information Superhighway”, a nationwide plan to replace the old, legacy copper wires
with new fancy, shiny, glass, fiber optic wires. This is because fiber optics can offer a
lot more bandwidth and higher speeds for video services and new online applications.
And the plan was to have Americarewired, 100% completed, around the year 2010,

And like fresh blood in shark infested waters, what is now AT&T, Verizon
and Centurylink claimed that if they were given more money, they would use it, state-
by-state, to wire whole states, not to mention the schools and libraries, or both.
(NOTE: At the time, there were seven ‘Baby Bells’, which were created in 1984, when
Ma Bell, the original AT& T, was broken up. These included Ameritech, Bell Atlantic,
BellSouth, NYNEX, Pacific Telesis, Southwestern Bell and US West. There were also
some independent companies, like GTE and SNET (Connecticut). But, by 2007, the
companies had all merged to what we have today.)

See the map of the “Baby Bells” territories in the front of the book.

By the 1990’s, the ‘Era of Say Anything’ was in full swing with grandiose plans. In
1993, Pecific Bell, California, said it would spend $16 billion by 2000 and have 5.5
million homes wired with fiber optics. Bell Atlantic claimed it would spend $11 billion
on 8.75 million homes by 2000, while Ameritech stated it would have 6 million
customers by 2000 as well. Some states, like New Jersey, would have 100% of
Verizon New Jersey’s territory completed by 2010 with 45 Mbps services in both
directions, while SNET, (Connecticut) said it would spend $4.5 billion and have 100%
completed by 2007. Ohio Bell, (now AT&T Ohio) claimed that 100% of schools and
libraries would be upgraded to fiber by 2000.

And all of this was fiber optics and it would deliver 45 Mbps in both
directions, starting around 1993.

In 1996, Telecommunications Act was passed and these old legacy wires (as
well as any upgrades) were all opened to direct competition for al services — Internet,
broadband, phone and even cable TV. It became apparent before the Telecom Act that

these companies controlled ‘the last mile’ or ‘first 100 feet’, and that created a
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bottleneck to offer the customers new services, such as broadband for Internet, as well
as cable TV and local and long distance service.

The Bell incumbent phone companies that controlled the wires weren’t
opening the networks as a ‘favor’; The Telecom Act allowed them to enter all of these
other markets, especialy long distance service, which was offered, prior to the
Telecom Act, by AT& T, MCI and Sprint, among others.

Around the same time, some new thing called the “Internet” and “World
Wide Web” had exploded onto the scene. And it was the small, independent Internet
Service Providers, “ISPs” that brought America online. All of this was in its infancy
and it required hand-holding customers to get their ‘dial-up’ Internet services to work.
It was not the Bell companies, the incumbent phone companies that drove this new
industry; it was the tech entrepreneurs who made this work.

By 2001, there were 9,500 small, independent 1SPs that handled over 50% of
al Internet customers.

At the sametime, AT&T and MCI became the two largest competitors to the
local phone companies, with over 15 million local and long distance customers.

And findly, starting in 1996, the Bell companies started to marry their
siblings, which we would argue was an act against nature and customers, as larger

proved to be worse, not better.

The Rise and Fall of Competition in America.

Briefly, with the advent of Michagl Powell becoming the FCC Chairman in 2001,
(who is currently the CEO of the NCTA, (the National Cable Telecommunications
Association)), Powell began working with the phone and cable providers to have the
FCC erase the Telecom Act laws and obligations on the incumbents that allowed the
competitors to use the customer-funded wires to deliver competing services. In a series
of decisions, by 2005, AT&T and MCI were put up for sale and bought by what are
now-at&t (small letters) and Verizon. And these actions killed off 7000 small ISPsin
just afew years.

Ironically, today when we hear the term “ISP”, most people think of the

incumbent phone and cable companies — and ‘the most hated companies in America’,
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according to the ACSI surveys. And more interesting is the fact that many of the ‘net
heads’ are too young to remember a time when there was freedom of Internet choice.

So, what we now call Net Neutrality was caused, then, by this blatant act of
the government (FCC) to protect the monopoly providers who controlled the wires and
returned us to the last mile bottleneck.

Competition guarantees that if a customer’s service is blocked or degraded,
the customer can ssimply go to another provider.

The Net Neutrdity rules showed up after the companies were able to
‘vertically integrate’, i.e. have their services as the only choice for broadband for
Internet, cable TV and phone services (as part of the bundle).

Of course, the impacts aren’t simply choice of services; competition is
supposed to lower prices, and everyone reading this knows that something is broken
and must be fixed.

How did this happen?

“Kushnick’s Law”

“A regulated company will always renege on promises to provide
public benefits tomorrow in exchange for regulatory and financia
benefits today.”

The Book of Broken Promises supplies all of the gory details of the promises, and the
broken promises, from 1992 through 2014, from the bait-and-switch — promise them
fiber optics but give them DSL over copper, to the ‘say anything’ merger condition
commitments, without any regard to what has to be delivered or deployed, or the
creation of made up statistics and manipulated data used to make public policies.

Here’s the road-map for our ride on the Info highway, and our discussion of
what should happen next.

And get ready for the surprise ending.
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The Book of Broken Promises|s Divided into 10 Parts.

Part | Broadband Scandal, 1991-2004 — Here is a blow by blow of
what was promised by most of the phone companies and what actually was deployed
— which was virtualy nothing. We aso delve into the changes in regulations that

were able to charge you for network upgrades that mostly didn’t happen.

Part Il Acts Against Nature: The Bells Married Their Siblings — The
new “at&t” was formed by the mergers of the Southwestern Bell, (SBC), Pacific
Telesis, SNET, Ameritech, AT&T and BellSouth, while the creation of Verizon was
the mergers of Bell Atlantic, NYNEX, GTE and MCI. As you will read, the mergers
that made the current AT&T and Verizon essentially gamed the regulatory system,
failed to fulfill basic commitments, and killed off al fiber-based broadband projects
that had started in every state they controlled — AT& T alone, now controls 22 states.

Part 111 The Awakenings: 1996-2005 — In 1996, Congress passed the
Telecommunications Act which alowed thousands of ISPs and Competitive Loca
Exchange Companies, “CLEC”, the use of the wires to your home and office. But,
with the help the FCC and former chairman Michael Powell, the now-AT&T and
V erizon got the government (the FCC) to kill off the competitors.

Part IV Alternative Paths L eading to the Same Conclusion — After the
1984 break up of the origind Ma Bell, the new AT&T (1984-2005) took over the
original long distance and equipment markets, and by the end of the 1990’s was the
largest local-long distance competitor. This abruptly ended by 2005, when SBC was
able to get the FCC to close down competition, which put AT&T out of the local
service market, and then SBC bought AT&T and renamed itself — “at&t” (small
letters). We aso track the rise of municipalities that wanted to offer broadband
connectivity and services because the incumbents failed to show up. We aso cover the
passage of ‘Barriers to Entry’ legislation in state legislatures, where AT&T and
Verizon, along with the cable companies, did their best to block or even outlaw muni-

builds. And finally, we look at what made Centurylink, the third big telco provider,
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and its past as Qwest (US West), including the questionable business practices and its
tiesto Enron.

Part V Deception is the Phone Companies’ Strongest Trait — From
fake consumer groups, biased research from coin-operated think tanks, lots of
lobbyists, campaign financed and paid-off politicians, and co-opted non profits,
especially minority, disabled and senior groups, we take you behind the broadband
curtain; we expose the skunkworks and groups like the American Legidative
Exchange Council (ALEC) where model legidlation is designed by AT&T, Verizon
and the cable companies to remove regulation and obligations or use the government
to harm you. And hereis an inside, front row seat to the regulatory capture of the FCC,
including the FCC’s Consumer Advisory Committee. We also focus on the statewide
cable franchise attack, where AT&T and Verizon wanted to get state-wide franchises
to offer cable service, but without obligations to actually do any of the work.

Part VI Moaob Bell: The Takeover: 2010-2014 — Merger after merger,
that were based on one broken promise after the other, after 2010, Verizon and AT& T
announced they had completed their build out of America and was now going to shut
off the copper in areas that they didn’t want to serve. At the same time, the FCC
created a National Broadband Plan, but with the capture of the FCC, by the end of the
process, the new plan was simply a new way to raise rates and taxes, with the
recipients being the phone companies. And part of this was the ability to present
corrupted or miss-directed sound bytes on every important data point, from
misrepresenting the number of lines in service, or ‘wireless only’ customers. But it is
the new campaigns to erase al laws and obligations on the state and federal level that

will give them more power to control the wires.

Part VII Overcharging America in the Name of Broadband — How did
the companies rack up over $400 billion charged to America’s communications users
and how did the companies get us to pay over and over for schools and libraries? And
what harms were caused by the lack high speed broadband to our economic growth
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and the jobs that growth would have provided, as well as the education of our
children?

We also expose the Time Warner and Comcast “Social Contract”, a real
agreement with the FCC to wire the schools and charge customers for the privilege —
over $61 billion may have been charged, with $53 billion being extra costs to
customers.

NEW DATA: But, the rea kicker is the newly uncovered financial hanky-
panky on the state level, where customers not only got charged again for broadband,
but it appears that the wireless companies and all of the companies’ affiliates, have
been able to create a shell game to help these other lines of business at the expense of
the utility networks and customers.

We also cover the special access networks, the ‘secret’ networks and the

FCC’s erasure of basic financial data since 2007.

Part VIII Case Study of One State: New Jersey — A Broadband Failure
—Verizon New Jersey is a complete model of how the companies gamed the
regulatory system over and over. By 2010, 100% of Verizon NJ was supposed to be
able to offer 45 Mbps services (in both directions) starting in 1996, and it was going to
be first ‘full-fibered’ high-speed state. And this would include the schools. By 2004,
nothing had happened and then Verizon announced FOS, but this time as part of a
“system-wide” cable franchise, which only requires the company to complete the
build-out to 70 out of the 526 municipalities. In 2012 the law was ‘resurrected’ as it
was still law, and two small towns forced and were wired in 2013. However, in 2014,
thereis still alegal challenge as Verizon and the State have attempted to finally erase
the commitments. By 2013, Verizon had collected about $15 billion in excess phone
charge and tax perks, customers had rate increases of over 400%, few schools were
wired under this plan — and it exposes the state regulators total failure to monitor the
company for decades.

Part I X Net Neutrality Is Not The Issue — With over four million
electronic comments filed at the FCC® in the Open Internet proceeding as of this
writing, it is now clear that Net Neutrality (NN) has captured the attention of the tech
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savvy, activists, and the FCC. But, what is not clear to most is that Net Neutrality is
simply a feign — it covers over the underlying problems of communications in
America. NN doesn’t have anything to do with getting America upgraded or more
importantly, stopping the “No Lane”— the end game if AT& T, Verizon, Comcast and
Time Warner continue on their path.

Part X Aunt Ethel’s Revenge: Break Up AT&T and Verizon... Again.
— And we end with a surprise. During the writing of this book, we uncovered ‘Title
Shopping’, were the company makes different claims for the same service to game the

state and federal regulatory system — and all at your expense.

LEGAL AUTHORITY TO CONSTRUCT FIBER TO THE PREMISES

Verizon New York Ine. (“Verizon™), as a common carrier under Title 11 of the Commumications
Act of 1934 (the “Act”™), constructed its Fiber To The Premises (FTTP) network as an upgrade 1o its
existing telecommumications netwaork

Example? While Verizon sued the FCC to stop the Net Neutrality Order, claiming it
would harm investment, truth be told, Verizon’s entire FiOS Fiber-to-the-Premises
networks are aready Title 11 in state cable franchise agreements, directly contradicting
the companies’ years of filings, comments at the FCC and even with the courts.

And don’t worry; all of this jargon will be explained.

With new data and uncovering Title Shopping, we outline a series of next
steps America should take, as al of the current scenarios of the next three-five years
points to a decline in broadband speed, higher prices, no competition, and more
erosion of our rights, while the companies erase their obligations and oversight.

First, the FCC needs to acknowledge and dea with the fact that FiOS’s fiber
networks are already “Title 11" and thus there is no need to reclassify.

Second it is time to return competition to al levels which would lower
prices, bring in choices for al services, and solve Net Neutrality; if one provider harms
your service, you can choose some other company.

Third, based on the financial ties of the companies’ affiliates, such as the
online, broadband, cable or wireless companies services with the incumbent phone
company, it is time to finaly start the process of separating the affiliates from the

wires and let them pay what other competitor pay and compete for your business.
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Fourth, customers have been the major funder of broadband in America, and
it istime to move the current networks to an open access, fiber optic, broadband utility
network where the customer has choices for their broadband provider and their choice
of phone, cable TV, and ISP services— and where everyone gets served.

We’re also calling for audits and investigations as America needs to know
exactly happened, state by state, to all of the money collected and what was actually
built, and how did the companies engage in a massive shell game of the financials to
charge customers for the companies’ other “affiliate” businesses.

Fifth, the cable companies need to be investigated about the “Social
Contract’, returned to the regulation of cable TV prices to customers, as well as have
the content separated from the wires and open the customer-funded networks to direct
competition.

Bottom Line — Returning to real competition and removing the
‘bottleneck’—i.e., the companies ability to control al services over the wires they
control, fixes most of the Net Neutrality issues, lower prices and gives the customer
choice of who supplies their broadband, Internet, cable TV, phone and wireless

services that are delivered over these wires.

Coda:

I hope you enjoy the book. I’ve attempted to make it readable, but more importantly,
it’s factual. | let the phone companies’ own words, filings, state and federal actions tell
the story.

Also, this book started as the sequel to the popular “$200 Billion Broadband
Scandal”, published in 2005, and is the third in the trilogy, which started with “The
Unauthorized Bio of the Baby Bells & Info-Scandal”, published in 1999. It has
morphed over the last two years because of new data and findings, but also because we
could hear the roar of the Net Neutralites at the FCC’s gates.

How did | end up writing thisbook?
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In 1992, | was a senior telecom analyst working for all of the major phone companies
for over adecade. And in that year | had few epiphanies that changed me.

First, my colleagues and | were working on cutting edge interactive
information services and there were a number of us working on projects related to the
roll out of the information superhighway. And we knew that the numbers being
presented for the costs to build these networks were essentially made up — under-
estimating the costs by thousands of dollars per line so that the new laws to make the
companies more money would go through without a hitch. But most didn’t want to
‘bite the hand that fed them’. Can’t blame them.

Second, | had done a report on the incumbent phone companies’ lines of
business and realized that they would aways control the networks because they
controlled the price and access to the networks, including what would become the
‘special access’ networks.

And third, I went to my Aunt Ethel’s apartment. She was a legally blind, 87
year old lady who used a walker and was living on a smal pension and Social
Security. And after she gave me a shoe box of phone hills, | realized that my clients
had overcharged her thousands of dollars. She paid over $1000 for the rotary phone
rental (she had two), and another charge cost her $360.00 for something she didn’t
order. | ended up ripping the phones off the wall and replacing them myself.

A former ‘flapper’ who could make a truck driver blush when she was
annoyed, after | told her what had happened, shaking her cane in the air she said, “Go
get those bastards”.

That was 23 years ago. | then started New Networks Institute in 1992 and
called for the break up of AT&T... and the other phone and cable companies,
otherwise known as ‘Divestiture II’, as | realized that there was no scenario that these
companies would allow competition or lower prices or actually build out the networks

asthey claimed.

Before we start our journey, I’d have to thank the gang that helped get this book
written and out, as well as the independent editors, experts, pundits, auditors and
lawyers | work with. First, David Rosen and | have been writing about this stuff for

years and he’s helped push me through and supported the efforts, with or without



The Book of Broken Promises 22

margaritas and chips. Dr. Henry Karlin, my long time friend and lyricist extraordinaire,
helped me gain my poetic license and added nuance to my prose. Chuck Sherwood, the
King of Scoop It, forced me to add more chapters in areas | didn’t know well and
threw people at me that | needed to know, while Arn Kush, the yin to my yang, made
sure | ate my vegetables and had aroof over my head, and was joined by Ms. Lorraine,
editor par excellence. And it was Jerry Michalski, my consultant for life, who made
sure my psyche was intact, regardless of the location or the plane of existence. | also
must never forget my debt to my 10" grade English teacher, Jean Brincko, forcing me
to raise my prose above simple clichés. Tom Allibone didn’t have anything to do with
the book, except we are tied at the hip on al things telecom. And, of course, | need to
thank our counsel and friend, Carl Mayer, who has attempted to reign us in when we
start talking a foreign language, tele-comm-eeze. Also, the gang — Dana Spiegel, Fred
Goldstein, Joly MacFie, Art Brodsky, Earl Comstock, Scott McCollough, Dr. Ron
Suarez, Joe Plotkin, John Randall, Ken Levy and Alex Goldman al helped in ripping
my ideas apart, then gluing them back together with their own expertise, making this a
better work than I could have created alone. | add to this my long time ‘twisted-pair’
former partner and friend, Mark Plakias; we shaped an industry through our ping pong
discussions. And more recently, a special thanks to David Bergmann for helping to
shape the path with Gerry Norlander of PULP, and both demanded “no adjectives”.

Sadly, | must thank and remember my good friend, Eric Lee, who passed
away during the closing of the book. He was my tour guide for the last decade through
the mysteries of DC, the Bell jar, and who dragged into every conceivable nook and
cranny of the corridors of power at FCC and Congress.

Finally, I must acknowledge my sub-conscious, who | don’t know very well,
but was like that voice you see in the movies of the Devil and the Angel on both
shoulders, screaming — What would Aunt Ethel say? | believe she’d approve and the
fragments of the psyche, pulling me to stop or start, are now at peace.
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Part | Broadband Scandal, 1991-2005

Chapter 1 Promises, Promises. The FuturelsAlways.

Timeline: 1991-2005%

The Early 1990’s: The Fiber Optic Go-Go Years.

It's the spring of 1993 and the fiber optic Info Bahn is just a few months away. The
April 12th, 1993 cover of Time Magazine proclaims: "The Info Highway: Bringing a
Revolution in Entertainment, News and Communication: Coming Soon to your TV

Screen...."*® The story continues:

"It's not here yet, but it's arriving sooner than you think. Suddenly
the brave new world of videophone and smart TVs that futurists
have been predicting for decades is not years away but a few
months.... We won't have to wait long. By this time next year,
vast new video services will be available at a price to millions of
Americans.”

Welcome to the Information Age: Again and again ... and again.

The Information Age has always been "just around the corner" with words, such as
"soon", "next year", and "tomorrow" describing when this miraculous use of
technologies and networks will change the world for the better. As best as we can tell,
the term " Information Age" was coined in the 1960's by AT&T's public relations
department, and it is a polyglot phrase that can mean amost anything you can think of.
The author is reminded of meetings in the 1980's that used the term "I nfor mation
Products® to describe everything from 900 number sex lines to home shopping.

" Infor mation Theory" %, the basis for terms using Information-Anything,

was developed at Bell Labs in 1948 (50+ years ago). One of Information Theory's
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principles is that digitizing something turns it into all ones and zeros — and to a
computer, well, that's al just information.

The “Information Superhighway”, sometimes called everything from the
"Info Bahn" to the "I-Way", like the Information Age, was another polyglot term.
Attributed to Vice President Al Gore in the 1970's, it came to describe the future
communications network and applications, from the fiber optic conduit to the
Information Age products and services carried over the wires and through the air.

But there were even earlier versions of this brave, new connected world. In
May of 1970 an issue of the Nation Magazine had a featured titled “The Wired
Nation”,"” written by the legendary Ralph Lee Smith, who laid out a vision of an
‘electronic highway’ that was not fiber optics, and not based on the phone companies

deployment, but on the cable companies’ technology.

“As cable systems are instaled in magor US cities and
metropolitan areas, the stage is being set for a new
communications revolution — a revolution that some experts call
“The Wired Nation”. In addition to the telephone and to the radio
and television programs now available, there can come into homes
and into business places audio, video and facsimile transmission
that will provide newspapers, mail service, banking and shopping
facilities, data from libraries, school curricula and other forms of

information to numerous to specify” ,

And so, by the 1990’s, while cable networks never lived up to their potential, this time
it was driven by the phone companies. And unlike its earlier iterations, this was now
‘information’, not ‘electronic’.

The “Information Superhighway” has morphed into many names over the
last two decades. Some called it, “broadband” or “cable service with modem”, and
more recently “broadband-Internet”. And it even may include TV or video and be

called by its consumer name “the Triple Play”.
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And these were network services — the wire and related equipment to bring
services to customers, like the Internet or World Wide Web of the 1990°s or the *social
media’ of the last decade.

Ironically, by 2013 and for the foreseeable future the term “Information
Service” will be one of the most hotly debated words in the world of communications
as it has come to mean remove ‘telecommunications’ regulations, oversight and
obligations of the phone companies to offer competitors the use of these wires, or even
the requirement to offer customers phone service, something that will come up in this
broadband tell-all.

But first, let’s use the way-back machine and start when there was infinite promise and
hype in the air, when America was going to be the world leader in something called

the Information Superhighway.

The Clinton-Gore National Infrastructure I nitiative

As Vice President Gore put it: (National Journal, March 1993)*8

"When | first introduced the concept back in the 1970's, the only
company that showed any interest at all was Corning Glass, which,
for some mysterious reason saw the potential in a nationwide fiber
optic network.”

While it can be argued whether Gore “invented” the Internet, he certainly had a strong
role in this point of broadband history. According to Richard Wiggin’s “Al Gore and
the Creation of the Internet”, Gore was making pitches back in the 1980’s for high-
speed networking, specifically a 3-gigabit per second national network. In a 1989 floor

debate Gore clearly discussed a “fiber optic” highway.®

“l genuinely believe that the creation of this nationwide network
and the broader installation of lower capacity fiber optic cables to

all parts of this country, will create an environment where work
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stations are common in homes and even small businesses with
access to supercomputing capability being very, very widespread.
It's sort of like, once the interstate highway system existed, then a
college student in Californiawho lived in North Carolina would be
more likely to buy a car, drive back and forth instead of taking the
bus. Once that network for supercomputing is in place, you're
going to have a lot more people gaining access to the capability,
developing an interest in it. That will lead to more people getting

training and more purchases of machines.”

By the early 1990's a confluence of events brought what can only be described as a
techno-crescendo of I-Way dreams. It was fueled, in part, by an aggressive
administrative policy led by Vice President Gore to get business to build the I-Way.
Vice President Gore’s vision was actually "inventing" the future of networks.

In the Gore vision, as well as most visions of the future, there are basic

streams of technologies and industries merging:?°

The Networks include telephone networks, cable networks, wireless
(satellite, microwave, radio, PCS), and "other carriers’ electric companies.
The Equipment includes computers and modems, televisions, TV boxes,
telephones, fax, and videophones.

Other Technologies can include cameras, security and monitoring

equipment.

All, or some of these, in various combinations, would play arole in the evolution and
deployment of the I-Way. For example, a movie would appear on your computer or
television, depending on the room you werein.

According to Gore, the driving regulatory forces would need to include:

Investment — Create incentives for investments in the private sector.
Competition — Create an environment of competition on all levels of

communications.
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Access — Allow equal access to all competing companies to the network,
and all network services have "interoperability” — the ability of all
competitors to use the same standards and protocols.

Universal Access — Preserve the basic tenets of Universal Service for all
subscribers. Also, the Gore vision gives the rural subscriber the same service

offerings as the urban subscriber.

It should be stressed that the Info Bahn's federd life was tied, in a large part, to the
telecommunications bhills that Congress tried to enact since the early 1990's, which
culminated in the Telecommunications Act of 1996.

But it is also important to note that at least the Clinton Administration had a
plan for driving broadband growth through competition, as well as using both industry
and government to kick-start the process.

The Bush Administration’s FCC under Michael Powell, and then continuing
with Chairman Martin, was al but clueless. One writer for the Epoch Times, when
comparing the US to the rest of the world in 2005, wrote:

"The United States is the only industriaized nation without an
explicit nationa policy for promoting broadband. Both developed
and developing nations have stimulated capital expenditures for
infrastructure in ways US public and private sector stakeholders

have yet to embrace."?

As we will discuss, the entire path of the FCC starting in 2000 was the "death to
competition".

In the 1990’s “competition” was to appear on all levels of communications;
all competitors were welcome to use the public switched network for new services. By
the new millennium, this term would come to mean the opposite. It meant, as we will

explain, kill off competition and call it “deregulation”.
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Replace the Old Copper Wiring with the New Fabulous Fiber Optic I nfo-Bahn.

These plans were al based on a premise — that there was old copper wire everywhere
that would be replaced by fiber optic wire everywhere. For about 80 years, with the
passage of The Telecommunications Act of 1934, every citizen, every business or
school or library, medical center, vacation home or even hot dog stand was guaranteed
and entitled to phone service. Rural areas, urban areas, rich or poor neighborhoods, it
didn’t matter; all would be served equally. And this service would be delivered by a
‘utility’, which was an entity that covered an area, such as a state, or aregion of a state
and these phone networks that supplied these services became known as the “PSTN”
or Public Switched Telephone Network. Services would be carried to everyone via a
wire that was originally made of copper, but the plan was to start swapping out this
copper wire with a fiber optic one. In short, the old “landline”, sometimes called
POTS, (Plain Old Telephone Service) was now going too be afiber optic landline, and
renamed the “Information Superhighway”.

And these wires were now controlled by the seven ‘Baby Bells’ who were
the progeny of the origina AT&T. In 1984, Ma Bell had been broken up because of
her monopoly controls over telecommunications, owning not only the wires, but also
the local and long distance services, and even the phone in the house. As we will
discuss in detail, these new holding companies, commonly known as the “RBOCs”,
Regional Bell Operating Companies, were created so that each would have their own
fiefdom and control a group of states’ utility companies. The Baby Bells were
Ameritech, Bell Atlantic, BellSouth, NYNEX, Pacific Telesis, Southwestern Bell and
US West. (By 2007, they would marry their siblings so that there would only be three
companies — Verizon, AT&T and Centurylink.) See the mapsin the front of the book.

And after Vice President Gore lit the fire to build this fabulous new digital
expressway, the Bell companies would fuel the flames on the state and federal level,
but, as you will read, they had their own agenda.
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Super highway Feeding Frenzy Fuel: Thel-Way Go-Go Years

The 1990’s were the beginning of the boom years and the smell of money was
everywhere. The telecom and cable giants saw this as something that would make
them barrels of new loot, but also give them leverage to remove regulation on the
federal, as well asthe state level.

At that time, 1993, the phone companies were wisely not allowed into long
distance or cable services. They were a monopoly after all. Competition for local
service wouldn’t start until the late 1990’s.

The hype and the promise for upgrading the networks and delivering
broadband were that the Info Highway would fix everything — Tele-Medicine, Tele-
Learning, even new jobs. For example, Deloitte & Touche's "New Jersey
Telecommunications Infrastructure Study, 1991", dubbed "Opportunity New Jersey" (a
Bell Atlantic state) proclaimed that the Info Highway was:?

 "essential for New Jersey to achieve the level of employment and job
cregtion in that state,
«  "advance the public agendafor excellence in education,

*  "improve quality of care and cost reduction in the healthcare industry."

Meanwhile, in 1993, Ray Smith, CEO of Bell Atlantic, exclaimed at the "Electronic
Summit" conference:®

"Imagine a button on your TV that you push to get your pizza,

without the fuss and problems.

"Bell Atlantic will have the first virtual VCR, and 100,000 people
by the end of the year (1993) buying things over transactional
services. We will never get into the car and jump down to the store

once we get used to the idea of any kind of network offering.”
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Ray Smith, in bravura mode, was interviewed in Wired Magazine, February 1995, and
said that Bell Atlantic would have 50% of the cable business by 2000.2*

"I would say that by the year 2000, we'll have 50% of the cable
business. No doubt about it. Which is why the cable companies are
in a panic. Meanwhile, the cable companies won't have even 5% of

the telephone revenues in their best markets.”

There were a few people with a bit more reality in their assessments of the Info
Highway. Sumner Redstone, Chairman of Viacom (a conglomerate which now owns
Paramount, Blockbuster, cable channels and Viacom Productions), spoke at the
National Press Club in October 1993.° He said:

"It seems to me not to be a 500 channel information Superhighway
but rather aroad to Fantasy Land. The assumption that individuals
will suddenly transform themselves into renaissance men and
women with the potential of information and entertainment is an
understatement.

"While we may anxiously await that fully-interactive, individually
tailored, all encompassing home entertainment and information
appliance with the greatest anticipation, the truth of the matter is
that plain old television is going to be around for along time.

"It's gonna cost a lot more, It's gonna take a lot longer, if we ever
get there, and there is no guarantee that the customer is willing to

pick up the price tag.”

But Redstone's concerns were all drowned out by the roar of the politicians and

pundits noise.
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Chapter 2 Why Do It? Benefits of the Superhighway —
Justifying the Hype.

A massive techno-feeding frenzy was at hand. The reason — the phone companies
would make billions from the removal of regulation, the manufacturers would make
billions in, at least, increased stock prices, not to mention selling new technologies,
and every politician backing this would be secure in the fact that he or she was backed
by deep, deep, pockets.

But darn, there still needed to be ajustification.

Besides the "chicken in every pot" similarities, what the Highway was and
who would use it, much less pay for it, had hundreds of groups issuing thousands of
studies al trying to prove their specific point. AlImost every state, federal government
agency, and of course lobbyists, associations, consumer groups, and the phone
companies, spent hundreds of millions of dollars on research, and almost all of it self-
serving.

To start, one of the most quoted reports was by the Economic Strategy
Ingtitute. Called "The Impact of Broadband Communications on the U.S. Economy and
on Competitiveness' (1993), this study stated that $321 billion in new growth could be
expected over the next 16 years from the I-Way.?®

"Economic growth in the United States would be greatly
accelerated by increased private sectors investment into broadband
communications. Creating a more favorable environment for such
investment could enable U.S. industries to create as much as $321
billion new GNP growth and 0.4 percent to annua U.S.
productivity growth over the next 16 years — about the time
currently needed for two cycles of investment in new
telecommunication infrastructure. The gains would come on top of
the gain of $191 billion in U.S. output that is aready expected if

present trends in broadband investment continue.”
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Bear Stearns, the brokerage house, was also quite bullish on the future of the
Information Highway. In areport, "New Age Media" released in 1993:%

“In our opinion, we are on the threshold of a technological
revolution that will sweep through all modern societies across the
globe, dramatically changing the way we communicate, educate
our children, access our entertainment and train our workers....
The creation of a fully interactive nationwide communications
network could open up the largest opportunity in history."

Hope springs eternal. The hype machine was continualy working. For example, in
2001, when the Bell companies wanted to prove to America that increasing broadband
deployment (their way of course), could add $500 billion to the US economy, Verizon
hired the Brookings Institute to prove the case.?®

"While the great broadband debate rages on at Capitol Hill, a new
study released yesterday said widespread use of high-speed
Internet service in the near future could pump as much as $500
billion annually into the U.S. economy.

"The study, conducted by the Brookings Institute in Washington,
D.C. and titled 'The $500 Billion Opportunity: The Potential
Economic Benefit of Widespread Diffusion of Broadband Internet
Access,' said consumers would benefit from a greater deployment
of the technology by using services such as online home shopping,
entertainment and traditional telephone services, as well as
possibly reducing commuting time. Demand for these services
would also provide a boost to computer and software

manufacturers as well as entertainment product companies.”

We need to note that yet another report came out in 2002 by Gartner Dataquest.?® It
aso found $500 billion in growth to the economy could be had with broadband but
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with a serious caveat — it would require "True" broadband of over 10 Mbps before the

economy would grow.

"True' broadband infrastructure would help advanced countries
such as the United States add as much as $500 hillion to their
Gross Domestic Product over several years, according to Gartner

Dataguest.

“Gartner Dataquest (NYSE: IT) reckons the impact of ubiquitous
broadband in the U.S. could total as much as $500 billion worth of
goods and services produced over a span of ten years. But it aso
said the estimate is based on what it cals "true" broadband,
defined as 10 megabytes per-second data transmission speeds.

“Within that framework, Gartner said the development of
broadband at 10 Mbps or faster could create huge growth in goods
and services related to building broadband delivery and including
what goes through the broadband pipes.”

This distinction of speed is critica and something that we will addressin later sections.
Three Visions of the Infor mation Super highway
In fact, each group in America probably had visions that the Information Superhighway
would eventually fulfill some new, unexplored potential for their specific citizenry.
However, amost all visions could be summed up by three specific models:

. Government & State Justification Superhighway

. The Home" Wonderland" Model
. Internet Expansion M odel
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The next section gives a brief explanation of each model. We are not arguing whether
these plans are good or bad for the public interest, or that some parts of these models
have morphed into other broadband projects. We are trying to paint a picture of atime
in telecommunications history. However, expect to fee déa vu as the hype of the

every broadband pitch was already done decades before...and we bought it every time.

Government & State Justification Superhighway

The first model is called the "Government & State Justification Model". This approach
stated that the primary reason to build the highway was to directly benefit Public
Interest and specia needs. The wiring was supposed to connect America's hospitals,
schools, libraries, jails, and other government and nonprofit organizations to the
American public.

Sold as a boon to education, healthcare and the creation of thousands of new
jobs, this approach was carried out at both the state and federal levels — on the state
level it was pitched as "bringing the state into the 21st Century"”, while on the federal
level, it was used by the Bells and their supporters, as a mgjor reason for the passage of
what would become the Telecommunications Act of 1996. In fact, Senator Pressler,
then chairman of the Senate Telecommunications Committee, stated repeatedly that,
"Thisisajobs bill ."*

To highlight how the State Justification approach was sold on the state level,
we present a small portion of testimony from Lawton C. "Mitch" Mitchell, a partner at
Deloitte & Touche. He discusses their “Opportunity Indiana” study, another million-
dollar study, which was done for Indiana Bell-Ameritech. He focuses on, "The benefits
that arise from an advanced telecommunications infrastructure ... and the implications
of technologica innovation on the telecommunications infrastructure of Indiana and
various initiatives under way to respond to the demand for an advanced
telecommunications network."3!

The exhibit below highlights Mitchell's testimony topics and is followed by a
description of some of the important areas where this Information Highway model
would be the most useful — everything from education and heathcare to economic

development.
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EXHIBIT 1
Deloitte & Touche Benefits of | nfor mation Highway
for Indiana Bell, 1993

. The Emerging Role of Telecommunicationsin Economic Development
. Health Care: The Impact of Telecom on Quality and Cost Effectiveness
. Opportunities to Leverage Telecom to Benefit Other Public Interests

. Education . The Criminal Justice System

. Public Safety . Specia-Needs Groups

. Telecommuting Libraries and Info Services

Here's Deloitte's analysis of telephone's rolein building the economy:*
The Emerging Role of Telecom in Economic Development

"As the overall economy in the United States continues its
transition from a traditiona foundation in manufacturing toward
the service-based sectors of the economy, access to information
has become a major factor in the determination of competitive
advantage and commercia success. More than haf of the jobs in
the U.S. economy are now in the service-producing sectors rather

than the goods-producing sectors.”

In fact, according to Mitchell, Indiana had "amost one-half of its current employment
base in industries that can be defined as telecommunications intensive', — i.e., these
companies used more telecommunications services. These "telecom intensive" markets
included communications, finance and insurance, education services, and printing and
publishing.

But it was the fixing of problems that was supposed to be the mgjor reason to
implement the |-Way. Have a problem in your school? No problem. Roll out
technology. Mitchell states:
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"Magjor problems facing the U.S. educational system today include
unsatisfactory  educational  performance, potentiad  teacher
shortages, and budgetary pressures.

"Especialy within the K-12 community, educationa institutions
often lack the financia resources or purchase dedicated facilitiesto
accomplish highly effective two-way interactive distance learning
and other advanced educational applications that require
broadband facilities.

"Distance learning is the provision of live, interactive video
instruction from a remote source. Often employing interactive
video, fax machines, eectronic blackboards, and other forms of
media, distance learning enables teachers and students in one
classroom to discuss lessons with students and teachers in distant

aswell as multiple locations.

"Distance learning applications, which leverage advanced
telecommunication services and capabilities, can help improve
educational quality by eliminating the geographic constraints
which have traditionally prevented teachers in specific fields from
reaching a student audience outside their classrooms. Advanced
telecommunications can be used to expand the breadth of
instruction in schools, not only increasing the value and diversity
of education, but also increasing student interest and participation

in school.”

And let's not forget healthcare. According to Deloitte, everything from reduction of
costs, to delivering healthcare, to "less mobile citizens', will be facilitated with the
Info Bahn.®*
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EXHIBIT 2
Opportunity Indiana's mpact on Health Care

The Information Highway will:
"Reduce the cost of health care through technology applications that improve
hospital, clinical, administrative, and related insurance operations.
Expand limited availability of medical knowledge and expertise.
Improve health care quality.

Increase health care access for rural and less mobile citizens.

. Improve and increase home health care opportunities.

. Improve the quality and availability of health care education for
practitioners.

. Send X-rays to experts real-time via broadband technology.

. Give improved hedlth care for limited resources with telemedicine
projects.”

In short, tele-everything would be fixed if you we just let the phone companies build

these new networks.

TheHome" Wonderland" Information Superhighway M odel

Forget the Public Interest perspective. The Information Age is everything from home
shopping to movies-on-demand (the ability to watch a movie or any program at the
customers’ convenience). These, mainly consumer 